Abstract: Despite the handover of sovereignty over Hong
INTRODUCTION
"Hong Kong will be administered by people in Hong Kong. The administrators will be elected by the people there."
-Deng Xiaoping
This Article contends that Hong Kong's status as a quasi-state has been the cornerstone of its success. The investigation will be divided into six parts. The next part will give an overview of Hong Kong's history and how it rose to prominence as Asia's leading financial center. Part II will explain how the "one country two systems" principles should be understood in the context of this paper. Parts III and IV will compare the general evolution and specific aspects of the corporate and financial law regimes of Hong Kong and China to reveal a potential regulatory gap between the two jurisdictions. Part V examines the recent political tension in Hong Kong between pro-democracy and pro-Beijing groups, discussing whether a divided Hong Kong, will affect the continued success of the city due to constitutional uncertainty. The final part will conclude that Hong Kong's strength has come from the operation of a strong company and financial law regime independent of the legal regime on mainland China.
I. A BRIEF HISTORY OF HONG KONG & ITS SUCCESS

A. Humble Beginnings & Breakthrough
On December 19, 1984, British and Chinese officials released a Joint Declaration stating that Hong Kong would become the Hong Kong Special Administrative Region (SAR) of the People's Republic of China on July 1, 1997.
3 Today, Hong Kong is one of the most affluent areas in the region, with a gross domestic product (GDP) per capita of $52,700 in 2013, the fifteenth highest in the world. 4 The rise of Hong Kong to its present status is a miracle because when it was colonized by the British Empire in 1842, it was merely a small fishing village.
Despite these humble beginnings, Hong Kong developed a strong foundation in financial instruments issuance and dealing "within the British system, particularly company and contractual law and financial practices." 5 Trading in Hong Kong in company shares can be traced back to about 1860. 6 Indeed, one of the largest banks in the world, HSBC, first opened its doors for business in Hong Kong in March 1865 aiming to finance the growing trade between Europe, India, and China. 7 In 1891, the Association of Stockbrokers in Hong Kong was formed, marking more than one hundred years of development for its stock exchange. 8 Since the 1980s, Hong Kong's economy has become increasingly service-oriented. Nowadays, the service industry accounts for more than 90 percent of Hong Kong's GDP. 9 Before the growth of its financial services sector, international trade had long been a defining characteristic of the Hong Kong economy. Beginning in the 1950s, exports of domestically produced light industrial products served as the engine of growth for nearly three decades.
Since the late 1970s, many Hong Kong manufacturers have relocated their labor-intensive production processes to China to take advantage of the low production costs available there.
11 GDP contribution from manufacturing shrank from 13 percent in 1992, to 4 percent in 2002, and then plummeted to 3 See id. 4 The World Factbook: Hong Kong, CIA, https://www.cia.gov/library/publications/the-world-fact book/geos/hk.html, archived at https://perma.cc/7T35-ZXE9. For comparison, the GDP per capita of the United States was $52,800 in the same year. The World Factbook: United States, CIA, https:// www.cia.gov/library/publications/the-world-factbook/geos/us.html, archived at https://perma.cc/56E3-N4KR. 5 
SEC. & FUTURES COMMISSION, SECURITIES REGULATION IN HONG KONG 3 (2002)
, available at https://www.sfc.hk/web/doc/EN/speeches/public/others/speechbook/fullversion.pdf, archived at https://perma.cc/9FL8-XYBK. 6 See id. 7 See HSBC's History, HSBC, http://www.hsbc.com/about-hsbc/company-history/hsbc-history (last visited Mar. 31, 2015) , archived at http://perma.cc/2MNC-8HVR. 8 SEC. & FUTURES COMMISSION, supra note 5, at 3-4. 9 See H.K. INFO. SERV. DEP'T, GOVERNMENT YEARBOOK 2013, at 37 (2014), available at http://www.yearbook.gov.hk/2013/en/pdf/E03.pdf, archived at http://perma.cc/WJH8-8VCM.
10 Hong Kong as a Trading Hub: Entrepôt and Beyond, H.K. TRADE & DEV. COUNCIL (Apr. 1, 2007), http://economists-pick-research.hktdc.com/business-news/article/Economic-Forum/Hong-Kongas-a-Trading-Hub-Entrep-ocirc-t-and-Beyond/ef/en/1/1X000000/1X0034J5.htm, archived at http:// perma.cc/6ZMK-PWJC. 11 Id.
less than 2 percent in 2012. 12 As the foregoing statistics show, Hong Kong has transformed from a sleepy fishing village into a vibrant service-oriented economy.
The breakthrough for Hong Kong's stock market was the opening of the Far East Stock Exchange on December 17, 1969. 13 In the 1970s, Hong Kong's securities market became firmly established and then flourished.
14 By early 1973, the Hang Seng Index, which is the free float-adjusted market capitalization-weighted stock market index in Hong Kong, reached a record high of 1,775 points, which has since been eclipsed many times. 15 The subsequent collapse of this speculative boom in 1974 led the government to regulate the rapidly expanding market to meet investor protection and financial stability concerns. 16 Since then, Hong Kong has been on the march again, though there was a worldwide stock market crash in 1987 from which Hong Kong was not immune. 17 Since the 1990s, the number of initial public offerings (IPOs) in Hong Kong has increased significantly due to the influx of Chinese companies on to the exchange. 18 At present, Hong Kong is undoubtedly an international financial market. For example, Time Magazine coined the term "Nylonkong" to describe the extent to which New York, London and Hong Kong are linked by a shared economic culture, and how they have created a financial network that has come to be both an example and an explanation of globalization. 19 The Financial Times went so far as to replace New York and London with Shanghai, coining a new term "Shangkong," following a shift in financial gravity to Asia. 20 According to the Global Financial Centres Index (GFCI), Hong Kong has consistently remained in the top three financial centers since 2007, behind only London and New York. With a total market capitalization of about 24 trillion HKD at the end of 2013, Hong Kong's stock market ranked sixth in the world and second in Asia. 21 The ability of the bourse to attract new listings should particularly be noted. From 2009 to 2011, Hong Kong's stock market led the world in raising funds through IPOs. 22 Despite a drop in performance thereafter, in 2013 the city remained second worldwide in terms of attracting IPO funds.
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B. Hong Kong's Economic Relationship with China
Under British rule, Hong Kong's economy prospered. In contrast, since the Communist Party came to power in 1949, Chinese society has been largely closed off from the outside world and economic development has been significantly hindered. Hong Kong has played a pivotal role throughout China's various stages of development, ranging from a supplier of vital supplies, a trade middleman, and finally a financial center. 24 When the Communist Party of China came to power in 1949, it inherited a poor agrarian society consisting mainly of millions of small-scale self-sufficient farming households. China imported most of the strategic supplies from Hong Kong during the Korean War, amid a trade embargo by the United Nations.
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Following the calamity of the Great Leap Forward strategy and the Cultural Revolution, the state advocated a fundamental re-orientation of China's development strategy and marked a new era of economic reform and opendoor policy. 26 The open-door policy is a vital part of China's new development strategy of intensive growth and the motivational force for reform. The commitment to the open-door policy forced China to modify a rigid economic system to facilitate economic interactions with world markets. The role of Hong Kong in this process has been pivotal and can be summarized into four main functions: financier, trading partner, middleman, and facilitator.
27
Hong Kong is the predominant source of foreign finance in China. Hong Kong has provided China with a number of different loans: first direct lending; second, loan syndication; and finally, lending from Hong Kong banks to non-bank customers in China. 28 The combined shares of direct loans and syndicated loans from Hong Kong ranged from one-third to two-thirds of China 16-17, 26 (1991) . 25 See id. at 5. 26 See id. at 6. 27 Id. at 16-17. 28 See id. 29 Id. at 95-97.
In July 1993, Tsingtao Brewery, which produces the famous Chinese Tsingtao beer, became the first Chinese company ever to be listed on the Hong Kong Stock Exchange (HKEx). 30 The Hong Kong stock market used to be dependent on the property sector, but now has a more diversified structure because of the increasing importance of Chinese companies from a variety of sectors. 31 For example, the property sector accounted for 31 percent of total market capitalization at the end of 1996, but by 2004, this sector only accounted for 11 percent. 32 In contrast, Chinese companies now have an overwhelmingly important presence on the stock exchange. At the end of 2013, out of 1,643 public companies listed on the HKEx, 797 of them were from China. 33 The importance of Chinese companies reached its peak between 2007-2008 when they accounted for over half of the HKEx's total market capitalization, but this number declined to around 40 percent as of mid-2014. The trend came as a result of HKEx's attempt to diversify the sources of issuers. Until late 2006, the HKEx would only accept listing applications from companies incorporated in a few jurisdictions such as Hong Kong, China, the Cayman Islands, and Bermuda. 34 As of this moment, there are twenty-one acceptable overseas jurisdictions. 35 It is undeniable that the influx of Chinese companies has been the catalyst for Hong Kong to evolve into an international finance center. Fueled by global investors' desire to have a share of China's impressive economic growth, the presence of overseas institutional investors in Hong Kong has increased dramatically. Local retail investors were the major contributors to the Hong Kong market in the 1990s and were responsible for the largest proportion of market turnover value among all types of investors until 2000.
36
Since 2000, local retail investors have ceded their dominant position to overseas institutional investors. Measured by turnover value, the largest group of overseas participants is investors from the United States, followed by inves- tors from the United Kingdom. 37 Investors from the rest of Europe have also expanded their participation.
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With so many foreign participants, the regulatory authorities in Hong Kong are committed to maintaining a stringent regulatory standard, since Hong Kong is now heavily financial services-oriented. Because marketoriented companies seeking demutualization dominate the Exchange, transactions risk losing revenue if they fail to compete. This drive for profit arguably carries the risk of increasing the scope and intensity of conflict. 39 Furthermore, the Exchange may have less incentive to commit resources for selfenforcement or to take enforcement action against its customers or users who are a source of income. 40 Questions have been raised on inherent conflicts of interest for the Exchanges' dual roles as market operators and regulators. To maintain Hong Kong's prosperity basically depends upon our proposals that China will adopt the policies that are fit for Hong Kong after she resumes the exercise of sovereignty over Hong Kong. Hong Kong's current political and economic systems and even most of its laws can remain unchanged. Certainly, some should be revised and reformed. Hong Kong will still maintain its 37 Id. at 15. 38 43 The Joint Declaration mandated that the United Kingdom relinquish Hong Kong to Chinese sovereignty on July 1, 1997, and obligated China to establish the territory as a "Special Administrative Region" (SAR). 44 As such, the territory would "enjoy a high degree of autonomy, except in foreign and defense affairs which are the responsibilities of the Central People's Government." 45 Most importantly, the Joint Declaration formed the foundation of the Basic Law of Hong Kong, which is known as the "mini-constitution." On the one hand, Hong Kong's long history as an Asian financial center strengthened its credentials. On the other hand, the Basic Law also played a role in maintaining Hong Kong's position by expressly stating that the socialist system and policies in China must not be practiced in Hong Kong and the established capitalist system must remain unchanged for 50 years after the handover. 46 The principles of "one country two systems" have reaffirmed the independence of Hong Kong in a number of respects. In principle, Chinese laws and policies are not applied in Hong Kong. 47 Article 8 of the Basic Law stipulates that:
The laws previously in force in Hong Kong, that is, the common law, rules of equity, ordinances, subordinate legislation and customary law shall be maintained, except for any that contravene this Law, and subject to any amendment by the legislature of the Hong Kong Special Administrative Region. 48 This Article contends that there is a potential "regulatory gap" between the corporate and financial law systems of Hong Kong that Hong Kong's advantage has largely come from the operation of a regulatory regime independent of the one in China. The legal framework of both systems will be compared in the next two parts.
III. THE GENERAL LEGAL FRAMEWORK OF THE TWO JURISDICTIONS
The interrelationship between law and financial development are at the core of law and finance studies. 49 Rafael La Porta and colleagues have examined legal rules addressing the protection of corporate shareholders and creditors, the origin of these rules, and the quality of their enforcement in fortynine countries. 50 They have alleged that the legal environment, including both legal rules and their enforcement, matters for the size and extent of a country's capital market. 51 A good legal environment protects the potential financiers against expropriation by entrepreneurs. 52 As a result, investors are willing to surrender funds in exchange for securities, thereby expanding the scope of capital markets. 53 The advantage of good regulation is also confirmed by the bonding hypothesis proposed by John Coffee. 54 According to this theory, instead of going for a lower cost and less demanding regulatory structure, companies tend to choose an internationally renowned market, generally with higher entry and ongoing requirements. 55 They comply voluntarily with a high level of disclosure and corporate governance standards. 56 In this way, a company may potentially benefit from an increase in its share price and the ability to raise capital at a lower cost.
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A. Hong Kong
Fundamentally, Hong Kong's regulatory system is stronger than China's. 60 Since then, the law has constantly been revised. 61 Other related rules and regulations include the Listing Rules of the HKEx, as well as the Code on Corporate Governance Practices and the Code on Takeovers and Mergers. Furthermore, the substantive legal framework in Hong Kong to protect investors and promote market efficiency mirrors the United Kingdom's common law system of investor protection. 62 For example, both common law and statutory law impose certain duties on company directors.
63 Directors owe fiduciary duties, which are based upon showing the utmost good faith. 64 The new Companies Ordinance in Hong Kong was published in August 2012 and entered into force in March 2014. 65 The new law aims to achieve four main objectives: to enhance corporate governance, ensure better regulations, facilitate business and modernize the law. 66 Formal regulation of securities law started in 1974 when a market crash attracted government attention and led to the introduction of legislation. 67 That same year, the Securities Ordinance and the Protection of Investors Ordinance became effective. 68 In 1987, when the world's securities markets braced themselves for another crash, the Hong Kong government recognized the need to strengthen its systems and regulatory arrangements to maintain its position as the foremost Asian capital market. 69 The 76 Based on previous draft regulations and the two standard opinions, the Company Law passed by the National People's Congress on December 29, 1993, and served two main functions: (i) to establish a modern enterprise system compatible with the social market economy and (ii) to set out the legal basis for regulating different types of companies. 77 The Company Law has since been slightly amended twice, in 1999 and 2004, and been subject to more radical changes introduced in 2005 and 2013. 78 Even though both stock exchanges in Shanghai and Shenzhen were established in the early 1990s, the first set of securities laws did not come into 70 Id. 71 79 This pattern of development can be attributed to the Chinese tendency to subordinate law to government authority exercising detailed administrative control over economic activities rather than permitting these activities to be defined by law. 80 Like the Company Law, positive changes in the regulatory framework were made through revisions to the Securities Law in 2005.
81 Shareholders' rights overall were significantly strengthened. 82 The regulator in China is the China Securities Regulatory Commission (CSRC).
IV. A COMPARISON OF THE SPECIFIC ASPECTS OF THE REGULATION
Jurisdictions regulate publicly held companies in recognition of the vulnerability of public investors. The two major principles are: first, to ensure that the prices of publicly traded securities are reasonably well-informed; and second, to control the quality of publicly traded securities and ensure effective corporate governance arrangements protect public shareholders.
83 Accordingly, three legal strategies are employed to protect the interests of investors: the entry strategy, the trusteeship strategy, and the rules and standards strategy. 84 First, the entry strategy requires mandatory disclosure for new issues of shares, as well as other specific ongoing disclosures for listed companies. 85 An offer for the sale or subscription of shares must be mandatorily disclosed via a prospectus, which is a document provided to potential investors, and is important because it contains the information they need to decide whether or not to invest. 86 The additional requirements of ongoing disclosure are also essential to other legal mechanisms used to protect shareholders. 87 For example, the disclosure of self-dealing transactions between the company and its directors, coupled with the requirement to obtain the shareholders' approval on these transactions, can be critical to controlling the opportunistic behavior of managers. 88 Second, the trusteeship strategy empowers a disinterested third party to screen companies that wish to enter the stock market. 89 Finally, the rules and standards strategy concerns the acceptable characteristics and behavior of listed companies. 91 They are usually employed in conjunction with the previous two strategies. For example, stock exchanges will review listing applications in accordance with certain recognizable standards stated in the listing rules. 92 Similarly, to ensure the reliability of corporate disclosures, a misrepresentation must be clearly specified and offenders must be held responsible through the use of standards backed by liability. 93 The manner in which China and Hong Kong have employed the three major legal strategies is of relevance to this Article and will be examined one by one. Although new company laws were introduced in 2014 in both China and Hong Kong, the discussion here will be made with reference to earlier laws which were largely responsible for the market growth to date.
A. Entry Strategy
The entry strategy concerns both the initial and subsequent disclosures of companies. 94 The key mechanism of the initial disclosures is a prospectus. 95 In the case of a listing and the subsequent public offer, it is necessary to consider the filing requirements under both company and securities law as well as under the listing rules. The production of a prospectus generally involves the coordinated efforts of various parties involved in the listing processes as well as subsequent verification by the relevant regulatory authorities. This is an illustration of how the entry strategy and trusteeship strategy can work together.
Prospectus
The prospectus drafting involves a spectrum of parties such as company management, staff, underwriters, lawyers, and accountants. In Hong Kong, specific requirements for the information in a prospectus are set out in Chapter 11 and Appendix 1 of the Listing Rules. 96 stipulated in the Companies Ordinance (CO) must also be taken into account. 97 All of these requirements under the Listing Rules and the CO, however, are not mutually exclusive and overlap regarding the content required. In general, information about the issuer and its management, the securities for which listing is sought, the issuer's financial position, the intended use of proceeds, its business activities, and a list of its advisers is required. 98 Following drafting, underwriters perform due diligence to establish the completeness and accuracy of the information contained in the prospectus. Practice Note 21 of the HKEx sets out the steps a sponsor must undertake to fulfill its responsibilities. 99 Authorization must then be sought from the SFC by providing a copy of the prospectus signed by the directors, with certain specified endorsements thereon. If approved, the SFC will transfer the case to the HKEx. If not, the SFC has the power to require further information from the company and raise an objection to the listing. 100 Grounds for objection can be, for instance, that the prospectus does not provide sufficiently detailed information on the company and its affairs for an investor to make an informed decision or that the application is false or misleading as to a material fact or omission of a material fact. 101 The reason can also be as general as that the SFC considers it not in the public interest for the securities to be listed. 102 The HKEx will also play an active role in raising questions about the contents of the prospectus. This demonstrates how the entry strategy can be employed in conjunction with the trusteeship strategy, which will be discussed later.
By comparison, a comprehensive set of legal procedures for producing a prospectus is a relatively recent advancement in China company were the two major entities involved. A sponsorship system for stock issuance, which will be discussed in the trusteeship strategy section, was not put into place in China until 2003 . 104 The company applying for the initial public offer of shares and listing within China must produce a prospectus to the CSRC. 105 All the information disclosed by the issuer in the prospectus and its abstract must be true, accurate, and complete. Any omission of matters or any relevant subsequent events after the submission of the draft prospectus must be explained to the CSRC.
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The prospectus rule specifies the required information that must be included in a prospectus. 107 Although the truthfulness, accuracy, and completeness of the prospectus is the primary responsibility of management, the sponsors, lawyers, and accountants involved in the listing process are required to examine and verify the prospectus and declare that they have duly performed their duties.
108 By placing more reliance on market intermediaries and lessening the burden on the CSRC, this accountability mechanism has clearly been a new initiative in China.
Both Hong Kong and China will hold the responsible parties liable in cases of misstatement or material omission. In Hong Kong, a statement included in a prospectus is deemed to be untrue if it is misleading in the form and context in which it is included. 109 This also includes a material omission from the prospectus. 110 An untrue statement can give rise to a range of potential liabilities involving administrative, civil, and criminal sanctions. The Listing Rules provide that each of the directors of the company is required to accept responsibility for the information contained in the listing document and include in the listing document a statement to that effect. 111 Failure to comply with the prospectus requirements can render the company and any responsible entities liable for a fine.
112 Under the CO, civil liability is imposed on certain categories of persons to pay compensation to investors, who applied for the securities on the faith of the prospectus and suffered loss because of the untrue or misleading statement in the prospectus. 113 Furthermore, under the SFO, a person who makes a fraudulent, reckless, or negligent misrepresentation in a prospectus can be liable to pay compensation where a person has invested in reliance on such misrepresentation and suffers a pecuniary loss as a result. 114 Criminal liability can also be imposed on any person who authorizes the issuance of a prospectus containing an untrue statement or a material omission. 115 The intent to defraud by the deliberate or reckless making of a false statement of a material fact can even constitute fraud. 116 Similarly, China operates a system comprising administrative, civil, and criminal sanctions. The Securities Law of China states that the information disclosed by any issuer and listed company must be true, accurate, and complete, and must not contain any false record, misleading statement, or major omission. 117 Unfortunately 118 False statements are statements made by wrongdoers in information disclosure or announcements through the media, which influence investors to make a wrong estimation and result in significant detriment to their investment. 119 In contrast, a material omission is the failure to disclose, either wholly or partially, the required information by one with the duty to act. As for their ongoing disclosure obligations, listed companies are generally required to disclose their financial and operating conditions to the public. 124 In Hong Kong, apart from the regulation of prospectuses, listed companies are required under the CO to maintain proper accounting records, prepare them in a specified form, ensure that they present a true and fair view of the state of affairs of the company, and present them to their members. 125 This form of information disclosure is generally in the format of annual reports and accounts as well as interim reports.
126 Specific content requirements for annual reports and accounts are set out in Appendix 16 of the Listing Rules. 127 The Listing Rules also contain a number of provisions obligating companies to keep shareholders and the wider market informed.
128 Certain transactions, whether proposed or undertaken by a company, must be dis- 121 Securities Law of the People's Republic of China (2014 Amendment), art. 193. (stating that issuers, listed companies or other persons liable for disclosure which contains fraudulent information, misleading information or major omission will be ordered to make correction and be subject to a warning and a fine ranging from 300,000 to 600,000 RMB. The person-in-charge and other personnel who are directly accountable will be subject to a warning and a fine ranging from 30,000 to 300,000 RMB. 128 Chapter 13: Continuing Obligations, supra note 124, at 13.03, 13.05, 13.09 (stating that there are two general principles: first, price sensitive information should be disclosed immediately; and second, any information which is necessary to enable the market to appraise the position of the company, or which might affect market activity or assist establish a false market should be disclosed as soon as reasonably practicable).
closed to shareholders and potentially may require their prior approval. 129 This is an example of how mandatory disclosure can work alongside other legal strategies, such as the decision rights of a shareholder. Such transactions can fall into two categories: notifiable transactions and connected transactions. 130 The former generally concerns the magnitude of a transition in which quantitative tests are applied to determine the nature and level of disclosure required. 131 Examples of a notifiable transaction are substantial acquisitions and disposals. 132 Connected transactions refer to those that involve persons closely connected with the company, who are prohibited from abusing their positions with the company. 133 Examples of a connected person include any director, chief executive, or substantial shareholder as defined in the Listing Rules. 134 For every disclosable transaction, the company is required to notify the HKEx and make an announcement in a local newspaper. 135 In some cases, shareholders' approval is essential before the transaction can proceed. 136 Broadly speaking, a company must report, make announcements, and seek the approval of shareholders unless a waiver is sought from the HKEx for a connected transaction. 137 By contrast, the problem associated with ongoing disclosures in China is that state-owned listed companies are exempt from disclosing certain transactions. The information disclosure system in China is based on the Securities Law, Company Law, listing rules, and other relevant supplementary regulatory documents such as the Administrative Measures on Information Disclosure of Listed Companies. 138 Companies must establish their own financial and accounting systems and prepare reports at the end of each accounting year.
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Listed companies must also submit their annual/interim reports and accounts to the CSRC and stock exchanges, which should consist of certain elements required by the law. 140 Furthermore, ad hoc reports must be disclosed in a timely manner when the share price of the company might be substantially affected by certain significant matters such as decisions on major investments and asset acquisitions, decisions on reductions in capital, mergers, involvement in a lawsuit, or applications for bankruptcy. 141 Objective tests based on the value of a transaction are used to assess the materiality of a transaction.
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For connected transactions, disclosure must be made according to the principle of importance, which stipulates the quantitative standards.
143 Those notifiable and connected transactions that triggered the disclosure obligation might require approval at the shareholders' general meeting. When deciding on these transactions, the connected shareholders must avoid voting.
144 Specific exemptions for disclosure and approval, however, can be sought from the stock exchanges and shareholders when the transactions involve daily operating activities. 145 A general exemption is granted to state-owned listed companies. 146 If a listed company and any connected parties are both under the control of the same state-owned asset administrative institution, they will not be deemed to have a connected relationship. 147 This can have a broad effect because all SOEs, apart from financial institutions, are controlled by the (2014 
B. Trusteeship Strategy
This section will move on to discuss how the trusteeship legal strategy has been adopted by China and Hong Kong. China is a beginner in this area because powers and responsibilities have long been concentrated in the hands of the CSRC. In general, issuers are required to go through a screening process before they become listed. The interests of the investing public are the foremost priority when screening listing applications. An application can be refused if the listing might jeopardize investor interests. The party in charge of this process can differ. In China, the CSRC is still the primary authority in practice to approve listings, although the new Securities Law suggests otherwise. 149 Even the CSRC itself has criticized its current system as "prone to too much administrative control" because of the possible political interference from other state entities. In Hong Kong, the SFC has delegated the duty to approve listings to the HKEx. The Listing Committee and the Listing Division of the HKEx undertake the listing review and approval process. The composition of the Listing Committee is specified in the Listing Rules. 151 It first grants or refuses approval to list before the process may progress to the Listing Division for review. 152 The Listing Division is responsible for all day-to-day listing matters including the interpretation, administration, and enforcement of the Listing Rules. 153 Similarly, an initial public offering in China requires CSRC approval. 154 The listing process starts with an application to the CSRC. After gaining the approval of the CSRC, the issuer can subsequently submit the documents to the relevant exchange for review, although this raises two potential concerns. 155 First, it is commonly believed that becoming listed is difficult unless the issuer has certain political connections, which was particularly true in the era of the quota system, discussed below. Second, potential conflicts of interest exist because the CSRC favors some large SOEs.
In line with its socialist market economy, China has tried to maintain tight control over its financial markets. This control has seriously restricted access to capital for many companies. In the early days of the Chinese stock market, the CSRC imposed a quota on the maximum number of shares that could be issued each year. 156 The CSRC intended these quotas to curb potentially excessive investment demand in a premature market, where participants had not developed an understanding of the market rules or their rights and obligations. 157 Provincial governments and industry supervising bodies were assigned quotas and they would recommend companies for listing within them. The CSRC would then provide the final approval on public offerings. 158 Eventually, this quota system was replaced when the Interim Regulations on the Public Offering Review Committee of the CSRC entered into effect. 159 The creation of the Public Offering Review Committee has been an integral part of the new IPO approval system. It votes independently on listing applications and offers review opinions. 160 The Public Offering Review Committee, which is composed of mainly external members, attempts to offer a more objective view of the fitness of a company seeking to be listed. Moreover, potential conflicts of interest are eliminated by shifting reliance during the screening process away from the CSRC towards other third parties. Subsequently, the CSRC makes the final decision on whether or not to approve the application in accordance with relevant conditions. 161 Ultimately, the stock exchange will also make a decision upon receipt of all the required documents from the issuer following CSRC approval based on the voting of its Listing Committee.
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In 2003, the CSRC issued the Interim Measures for the Stock Issuance and Listing Sponsorship System, marking the beginning of the sponsor system. 163 This became a statutory requirement with the 2005 amendments to the Securities Law. 164 The qualifications and duties of sponsors are stipulated in the Measures for the Administration of the Sponsor System for the Offering and Listing of Securities. 165 Any parties who want to become a sponsor must register with the CSRC. 166 In the listing process, a sponsor must act in good faith and with due diligence to conduct a full investigation of the issuer. 167 In the course of the due diligence investigation, the sponsor must carefully examine the contents of the issuer's application documents and prospectus. In China, the sponsor also takes up the role of compliance adviser. 168 Once the issuer's securities are listed, the sponsor must guide the issuer on an ongoing basis in performing obligations such as operation compliance and information disclosure. (China) . 166 See id. art. 17. 167 Id. art. 24. 168 Id. arts. 23, 36. 169 Id.
A sponsor is also required in Hong Kong. 170 Every company seeking a listing in Hong Kong must appoint a sponsor, which can be a corporation or an authorized financial institution, licensed or registered to advise on corporate finance matters. 171 Under the Listing Rules, the sponsor must be acceptable to the HKEx, meaning the sponsor must be impartial and independent.
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The sponsor must declare its impartiality and independence to the HKEx. 173 The sponsor's role as watchdog is recognized by the Listing Rules. 174 It must ensure that all information provided to the exchange during the listing process is true and complete. 175 As part of the listing process, a due diligence exercise is performed, which involves a review of documentation and interviews of management, staff, and anyone deemed relevant. 176 It also comprises of a physical inspection of assets. 177 Various matters must be properly assessed, such as business feasibility, financial literacy, corporate governance experience, and competence of the directors. 178 The Listing Rules also expressly address the role of compliance advisers. 179 The function of the compliance adviser is to assist the newly listed issuer through the early stages of its life as a listed company, monitoring announcements, transactions, and activities, in particular, which might lead to regulatory consequences.
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As noted earlier, Hong Kong has a much longer history in finance than mainland China; therefore, Hong Kong possesses a critical mass of expertise in financial services and related professional sectors. Meanwhile, China still requires some time to get up to speed. Since the inception of the sponsor system in China, 67 securities companies and 609 professionals have successfully registered. 181 Unfortunately, the integrity of these sponsors remains questionable. For example, in 1997-2000, there were around 100 securities companies in China, and more than half of them were involved in the embezzlement of client funds. 182 This might be a huge problem. As Gerard Hertig and colleagues have suggested, the vestigial characteristics of the trusteeship strategy in major jurisdictions speak of the maturity of the public markets. 183 Whether the Chinese market possesses such maturity is doubtful. Still, it is certain that the Chinese market has become more liberal than ever before since the quota system was abolished.
C. Rules and Standards Strategies
As mentioned before, listing applications are screened by the competent authorities. Screening criteria are based on objective and observable standards. These can include, but are not limited to, the incorporation requirement, the profit, capitalization or revenue test, and the minimum public float. Other ongoing requirements will also be discussed.
Initial Obligations
A basic requirement for listing is that an issuer must be duly incorporated or otherwise validly established according to the relevant laws of its place of incorporation. 184 This directly affects what jurisdiction will govern the affairs of a company from its formation to dissolution. The first step a company has to take in a listing is to set itself up as a public company. In Hong Kong, an issuer incorporated locally must not be a private company. 185 Companies that are incorporated overseas can list on the HKEx, but they are subject to the provisions of Part XII of the CO and Listing Rule 19, or 19A for Chinese companies. 186 In China, according to the Administrative Measures for the Initial Public Offering and Listing of Stocks (IPO Measures), the issuer must be a joint stock company limited by shares. 187 In theory, the laws in China do not ex-pressly prohibit foreign companies from issuing and listing shares in China. 188 In practice, however, the prevailing view is that the issuer must be a company limited by shares that has been incorporated in China in accordance with the Company Law.
189 At present, it is unlikely that the CSRC will approve a foreign company for listing. This is consistent with the pervading image of the Chinese market that it is still relatively closed whereas Hong Kong's growth has relied on international trade and finance for over 100 years.
Furthermore, the basic commercial rationale for raising capital requires investors to be sufficiently interested in the company. The first thing for any company and for the stock exchange to consider is whether the company is qualified for listing. This will ensure the ex ante quality of publicly traded securities (for ex post quality, appropriate standards for listed companies come into play). In Hong Kong, the requirements are outlined in Chapter 8 of the Listing Rules. 190 The HKEx considers the suitability of the company and its business for listing. The company will need to satisfy one of three quantitative tests: the profit test, the market capitalization test, or the revenue test. 191 Broadly speaking, this means that the company must have an adequate trading record of at least three financial years. 192 Also, there should be a sufficient amount of profit attributable to shareholders in the most recent years. 193 Regarding market capitalization, the company should have at least 2 billion HKD at the time of listing. 194 Furthermore, it must have a turnover of at least 500 million HKD for the most recently audited financial year. 195 Lower admission requirements are in place for the Growth Enterprise Market (GEM), which this Article does not discuss.
Similarly, in China an issuer must have been continuously operating for at least three years since its establishment, unless otherwise approved by the State Council. 196 With other requirements, the Chinese market is more accommodating to smaller companies than Hong Kong's Main Board. The capital, profit and revenue requirements are: (1) 30 million RMB immediately prior to the IPO; (2) positive earnings each year and over 30 million RMB in aggregate in the three-year track record; and (3) over 300 million RMB in aggregate in the three-year track record respectively. 197 In addition, the company should have good standing and operation compliance. To be considered as in good standing, the ownership of shares and key assets in the company must be clean and clear, without any major disputes over them. 198 To be considered as in operation compliance, the company must not have committed any material violations of laws. 199 The CSRC is particularly concerned that the issuer must be independent from its controlling shareholders or de facto controlling parties. For instance, the management and organizational structure of the issuer must be independent.
200 By contrast, the HKEx does not have such an independence requirement. As a side note, China did not have a junior exchange like the GEM in Hong Kong until a new growth market was established in 2009. 201 An adequate market and public interest in the business of the company can also be, to a certain extent, reflected by the public shareholding of a company. In Hong Kong, this requirement normally means at least 25 percent of the company's total issued capital must be held by the public at all times.
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This is also an ongoing requirement and shortfalls in the public float will have consequences for the company. 203 In the case of larger companies, the HKEx has the discretion to adjust the minimum percentage requirement to as low as 15 percent. 204 In China, the issuer must offer at least 25 percent of its total share capital to the public, although an issuer with a total share capital of more than 400 million RMB can only make a 10 percent public offering. 205 Additionally, an IPO in China has socialist characteristics, for example, the requirement that 10 percent shares of a state-owned company must be transferred to the National Council for Social Security Fund when the company goes public. 206 This makes the State Fund the largest institutional investor in China.
Another distinct feature that separates China's stock market from other financial markets is the "maximum public float," which guarantees the presence of at least one controlling shareholder. 207 This creates the potential for majority-minority conflicts. The creation of State Shares and Legal Person Shares, which both carry significant constraints on tradability, was a special mechanism introduced by the government to prevent the loss of state control, especially when former SOEs went public. 208 Before 2005, when the nontradable share reform was introduced, almost two-thirds of most companies' shares had been persistently and tightly locked in the hands of the state and other state entities. 209 By the end of 2008, the percentage dropped to around 48 percent. 210 Although many Hong Kong companies also have blockholders, which are generally wealthy families, the market is still capable of facilitating the emergence of world-renowned companies with dispersed ownership, such as HSBC. 211 the state's efforts to reinstate the fund-raising function of the stock market for smaller private companies. At the same time, there will be more company choices for investors, depending on their own risk preference.
Ongoing Requirements
Other than some initial obligations to ensure the quality of issuers, ongoing requirements are essential to keep the listed companies and their managers in check. The HKEx grants listings subject to those conditions it deems necessary for the protection of the investor or the maintenance of an orderly market. 212 It can suspend dealings in any securities or cancel the listing of any securities as it sees fit. 213 For example, an unexplained or unusual change in the price or volume of trading typically results in suspension. Additionally, when the company is in material breach of its obligations under the Listing Rules, the HKEx will consider suspending dealings in its shares.
214 Dealing can also be suspended at the request of the company, which often occurs when the company is about to make a major announcement. 215 Ultimately, cancellation can be imposed on the company by the HKEx pursuant to the Listing Rules where a company is no longer suitable to remain listed. 216 This can occur when the company has persistently breached the Listing Rules requirements.
One of the distinguishing features of the Chinese system is the implementation of a special treatment (ST) mechanism. 217 The exchanges assign special treatment to certain shares by putting "ST" before the company name when the exchanges observe financial or other abnormalities that could lead the company to risk. 218 This designation first serves as a warning to investors and to the company of the risk of listing termination. 219 Both exchanges implement daily price range limits on share trading, namely 10 percent for normal shares and 5 percent for ST shares. 220 The limits are to prevent big swings in share prices to keep the market stable and protect the interests of retail investors. Although vigorous price fluctuations can lead to a temporary 212 suspension of trading, some circumstances can cause the suspension or permanent cancellation of listing. 221 Termination circumstances include: consistent losses for the past three consecutive years; material financial report misstatements; risks of bankruptcy; failure to meet the listing requirements; and, involvement in illegal conduct. 222 Despite the number of circumstances that could lead to termination, the introduction of "ST" as a buffer has greatly reduced the risk of delisting.
In addition to surveillance and monitoring by the stock exchanges, the listed companies must follow a number of corporate governance requirements. The corporate governance framework in Hong Kong is derived primarily from four sources: common law and equity; statutory legislation; 223 constitutional documents of the company; and soft laws. These four categories are not mutually exclusive of one another. For example, statutory requirements in many respects bear a strong relationship to the directors' fiduciary duties and their common law duty of care, skills, and diligence. Similarly, the Listing Rules are not legally binding, but require the statutory backing by virtue of the SMLR. 224 Although the CO and the company constitutional documents provide the basic skeletal structure of a company, such as that a public company must have at least two directors, the Listing Rules have been the major driver of a wider program for improving the standards of corporate governance in Hong Kong. The most significant development was the adoption of the Code on Corporate Governance into the Listing Rules. The Code largely follows the United Kingdom's Combined Code and its "comply or explain" principle.
According to a corporate governance report in 2005 by CLSA, a French investment group, and the Asian Corporate Governance Association, Hong Kong and Singapore remained on top in terms of the quality of corporate governance among Asian countries, whereas China ranked at the bottom, alongside the Philippines and Indonesia. 226 China ranked particularly low on its implementation of rules and regulations as well as accounting and auditing standards. 227 Enforcement remains the greatest concern in China. In China, regulatory requirements regarding corporate governance are reflected in the Code of Corporate Governance for Listed Companies issued in January 2002, which was developed in accordance with the OECD Principles of Corporate Governance. 228 The principal difference between the Chinese framework and the Hong Kong framework is that China has not adopted a "comply or explain" principle. A listed company is required to take the contents specified in the Code into account when formulating or revising its articles of association and detailed management rules. 229 The Code is the objective standard of measurement for the CSRC and the stock exchanges to judge whether a listed company has a favorable governance structure. It outlines the fundamental principles of the standards of conduct that should be followed by the management and requires listed companies to protect the interests of minority shareholders. 230 The CSRC has issued certain rules to implement the provisions in the Code. 231 Pursuant to the Code and the Guidance Opinions on the Establishment of an Independent Director System in Listed Companies, independent directors must account for at least onethird of the membership of a company's board of directors and should include at least one professional accountant. 232 Compensation, audit, and nomination committees are required to be chaired by an independent director and at least 50 percent of the committees must be constituted by independent directors. Furthermore, a supervisory board must be established according to the Company Law. 234 This is regarded as a mechanism to safeguard the lawful rights and interests of the company and its shareholders. 235 It is worth noting that the improvement of Chinese listed companies in corporate governance is mainly compelled by pressure from monitoring authorities. According to a 2006 survey of the top 100 listed Chinese companies by the Chinese Academy of Social Science, improvement in corporate governance was mainly driven by the higher standards of mandatory regulations such as information disclosure and transparency, whereas in self-disciplined areas such as the responsibilities of the board of directors and roles of stakeholders, the governance standards remained low. 236 
V. RECENT POLITICAL INSTABILITY IN HONG KONG
The political explanation for the growth of western securities markets has been that if a society's institutions do not promote shareholder value, then ownership separation, which can influence the depth of a market, ought to be narrower than elsewhere. 237 Political stability is obviously a concern to all investors. Recently, the tension between pro-Beijing and pro-democracy groups over how the promise of universal suffrage would be delivered to the special administrative region has unsettled Hong Kong. 238 John Tsang, Hong Kong's financial secretary, remarked in August 2014 that the uncertain political situation might lead to "a perfect financial storm." 239 Occupy Central is a plan initiated by the pro-democracy group to mobilize more than 10,000 people to block streets in Central, the financial district of Hong Kong, if the government fails to deliver a satisfactory political reform proposal for the election of the Chief Executive in 2017. 240 John Tsang's remark mirrors an April 2014 study from UBS, an investment bank, which claimed that a prolonged political incident in Hong Kong could cause stock market volatility and warned that it might take a long time for the city to regain the confidence of foreign investors and travelers. 241 Despite Articles 45 and 68 of the Basic Law expressly stating that the ultimate aim is the selection of the Chief Executive and election of all the members of the Legislative Council by universal suffrage upon nomination, discussions on the models, roadmap, and timetable for implementing universal suffrage in Hong Kong have been attracting a great deal of discussion. 242 On the one hand, the pro-democracy camp, represented by Occupy Central with Love and Peace (OCLP), believes the government should adopt an openminded attitude towards civil nomination. 243 On the other hand, the proBeijing camp, represented by Silent Majority for Hong Kong (SMHK), opposes OCLP and fights for "democracy without chaos." 244 To eliminate confusion surrounding the constitutional development in Hong Kong, both the Hong Kong SAR government and the Central Government of China have taken action. In December 2013, the Hong Kong authorities issued the Consultation Document on the Methods for Selecting the Chief Executive in 2017 and for Forming the Legislative Council in 2016 to formally commence a five-month public consultation to collect views from various sectors of the community on major issues and related questions on the two electoral methods. 245 Subsequently, in June 2014, the State Council in China issued a white paper on the practice of the "one country, two systems" policy in Hong Kong.
246
The Hong Kong Bar Association was particularly anxious about two points in the State Council white paper. First, the Association believes that respect for the rule of law means more than "doing things according to law." 247 Proper self-restraint in the exercise of power and judicial independ-ence are also important. 248 Furthermore, the Association criticizes the State Council for categorizing judges and judicial officers as part of "Hong Kong's administrators," claiming such a stance sends the wrong message to the people that "Courts here are part of the machinery of the Government and sing in unison with it."
249 Similarly, the Law Society of Hong Kong responded to the State Council white paper by reiterating "unambiguously that the rule of law and judicial independence are essential for maintaining the principle of 'One Country, Two Systems,' as well as the stability and prosperity of Hong Kong." 250 Despite the currently divided society, several prominent authorities are optimistic about the principles of "one country, two systems" and a high degree of autonomy for Hong Kong. Andrew Li Kwok-nang, a former chief justice of the Court of Final Appeal, said he "remain[s] confident that, with constant vigilance, the rule of law with an independent judiciary will continue to thrive in the coming years." 251 The former chief justice, however, recognized the inherent tensions and grey areas in the "one country, two systems" principles. Additionally, William Hague, former Foreign Secretary of the United Kingdom, also commented, "Hong Kong's unique constitutional framework has worked well . . . [and it is] vital for the future prosperity and security of Hong Kong." 252 
